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Introduction

I

N presenting “An Outline of Municipal Accounts,” Mr. Beasley
has chosen clearness in outline rather than multiplicity of detail.
The complications and difficulties, the qualifications and excep
tions, the authorizations and limitations of governmental affairs and
accounts are very real factors which unavoidably create the so-called
“red-tape” of government. While all these are factors which must
be duly recognized and considered if the municipal finances are to be
handled with due respect for law and authority, their consideration
does not help to get a general picture of the situation as a whole.
In business accounts clearness and simplicity are more readily
achieved because each business man can, largely unhampered by
law, form and state his accounts in such a manner as may to him
seem best. His accounts must be correct; he wants them informative,
and he aims to conduct his business at the lowest possible expense.
The freedom of action and independence of judgment which the
business man can exercise in his own affairs is not possessed by
government officials. When a business man steps into government
affairs the first and strongest impression he receives is that of the
burdensome effect of legislative enactments, to him largely unknown,
which hamper the independent judgment and initiative on which
his business success depends. However much may have been done
or may be done to codify and clarify financial laws, the condition
wifi still exist in our country that government officials derive all
their powers from the consent and authorization of the people as
evidenced by the laws which have been enacted by their chosen
representatives. The government official has only such authority as
is given by law and he is subject to every limitation which has by
law been placed upon him. No matter how necessary, wise or
prudent action may seem to him he can only act by authority of
and subject to the limitations of the laws which have been enacted.
No legal system has ever yet attained perfection and no govern
ment official can help being continuously faced with situations where
the authority or limitations of the law prevent his taking what in
his judgment may be the wisest and most efficient action. Sometimes
a general statute, by its positive terms, may hamper or prevent the

best action in a particular case. But this is better than having a
multiplicity of special legislation which makes uncertain what, if
any, action can lawfully be taken.
Whatever may be the laws which govern municipal affairs,
they cannot be ignored or disregarded. The accounts, as well as
the transactions, of the municipality must be handled in accordance
with the statutes. These will differ as between the States, and the
laws of today may not be those of tomorrow.
These conditions make it only the more important that every
municipal official should have some clear conception of the general
manner in which the municipal acounts are kept and the record
which they will present of his official acts for which he may at any
time be called to account.
The general outline which Mr. Beasley here presents is intended
to show how the usual transactions of a municipality may be so
handled, booked and summarized that the finances will be properly
safeguarded, the transactions duly recorded and intelligible sum
maries readily compiled. Given a clear outline of the general
methods and requirements, it should not be difficult to make such
modifications as may be necessary in any particular instance.
If this “Outline of Municipal Accounts” by Mr. Beasley proves,
as I believe it will prove, to give to many a better and clearer con
ception of municipal finances and accounting than would result from
a discussion of the many technicalities and qualifications to which
municipal affairs are subjected, it will be a distinct contribution to
better government and citizenship.
H en ry

New

Y o rk C ity ,

N ovem ber
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B. F e r n a l d .

An Outline of
Municipal Accounts

T

HE purpose of this outline is to set forth a method by which
the financial transactions of a municipality may be recorded in
a simple yet adequate manner. It does not attempt to do more
than show how the transactions may be handled and booked, so that
their source, disposition and amount may be readily traced and
understood, and to do this in a manner which will accord with the
laws governing municipal finances.
To do this it is necessary to assume that certain well approved
methods of fiscal policy have been employed, although it is not
possible to refer in detail to all these matters without introducing
into the text much that is extraneous and which would distract
from a description of accounting procedure. Also, it is not possible
in each instance to discuss the many requirements and limitations of
municipal law in the different States which would necessitate some
variation in the treatment here suggested.
The nomenclature of accounts varies in different States and
different places, but the terms used here are believed to be descrip
tive of their meaning, however local custom may translate them or
however the administration of the financial affairs (as distinct from
the record of them) may vary from the examples given.
It is therefore to be understood that the purpose is here to pre
sent an outline of a general method which might be followed, but
subject to such modifications and adjustments as may be necessary
to bring it fully into accord with the financial and legal requirements
of any particular municipality.
The operations of a municipality regardless of size, population
or assessed valuation, are of four distinct classes. These may be
briefly described a s : current administration of town affairs; the
installation and financing of special betterments or improvements
such as sewers, paving, etc., to be assessed against the property
benefited; expenditures for permanent benefits to the town at large
or Capital Expenditures, say a Town Hall or Fire House; and
operations in which the town acts merely in the capacity of trustee.
It is advisable therefore, that the records be kept in such a manner
as to clearly show the segregation of accounts into these four divi
sions. This is best accomplished by dividing the General Ledger
into four sections, each complete in itself and self-balancing. The
four sections of the ledger are generally termed
Current Revenue Accounts
Improvement Accounts
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Capital Accounts
Trust Accounts

I n p r e p a r in g the p r e se n t o u tlin e the
e n d e a v o r h a s been to k eep to the m id d le
g ro u n d a n d it h a s th e re fo re been p r e 
p ared

to

m eet

the

re q u ire m e n ts

of

a

m u n ic ip a lity o f m o d e ra te ly la r g e siz e a n d
a t the s a m e tim e to h av e it s p rin c ip le s
c a p a b le o f e x p a n sio n th ro u g h su b d iv isio n
o f the a c c o u n ts so a s to fill the n e e d s o f
la r g e cities.

L ik e w is e , by th e c o m b in a 

tion o f so m e o f the r e c o r d s it m a y be
sim p lifie d su fficien tly to a n s w e r the p u r 
p o se

of

the s m a ll c o m m u n ity

w ith o u t

lo s in g the o r ig in a l sc h e m e o f o p e ratio n .

CURRENT REVENUE ACCOUNTS
The first and most important of these operations of a munici
pality are those classified as Current Revenue Operations and em
brace the administration of the general welfare of the municipality.
They include the protection of life and property as entrusted to the
police, fire and health departments, the maintenance of roads, sewers,
bridges, etc., as well as the administration of operations whose
benefits are shared by the town at large.
The cost of carrying on these several activities is financed by
funds collected through taxation and by receipts from miscellaneous
sources, such as license fees of various kinds, interest on taxes and
bank balances, and other sources peculiar to each municipality.
T h e B udget:

To provide for the necessary revenues to accomplish these pur
poses, the first step therefore is the determination of the amount
required to carry on the operations of the town, and the second step
is the provision of sufficient funds to supply it.
The adoption of and strict adherence to a properly prepared
and balanced Budget has repeatedly proved the safest method for
the proper control of these activities. On one side of the Budget
are set down the allotted amounts which each department is to
expend for its operations, and on the other side the anticipated
income. The two sides of the Budget should be equal.
A specimen budget would appear:
R e v en u e :

Surplus Revenue appropriated ....................................................
Miscellaneous Revenue Anticipated:
Licenses ........................................................................ $500.00
Police Court Fines ..................................................... 1,000.00
Interest on DelinquentTaxes ..................................
500.00
Interest on Bank Balances .....................................
500.00
------Amount to be raised by taxation for local purposes.................

$4,000.00

2,500.00
37,500.00
$44,000.00

A ppr opria t io n s :

For
“
“
“
“
“
“
“
“

General Administration .......................................................
Road Repairs and Maintenance ........................................
Police Department ..............................................................
Fire Department ..................................................................
Board of Health .................................................................
Interest on Current Loans ...............................................
Interest on Bonds ...............................................................
Sinking Fund .......................................................................
Emergency Notes ................................................................

$10,000.00
5,000.00
5,000.00
3,000.00
1,200.00
800.00
1,000.00
15,000.00
3,000.00
$44,000.00

The Budget represents the requirements for the administration
of the local government for the fiscal period.
The Budget should be regularly adopted by the governing body
after proper advertising and after the taxpayers have had an oppor
tunity to express their views concerning it.
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In addition to the Budget there must also be raised in the tax
levy the town’s allotment of the taxes levied for state and county
purposes and the amount necessary for local school purposes.
The revenue or income section of the specimen budget has been
made up of three subdivisions. The first, “Surplus Revenue Appro
priated,” represents that part of the accumulated surplus of previous
years which the governing body has determined may conservatively
be used for the current year. In making this appropriation from
Surplus Revenue, care must be exercised to see that the amount of
surplus appropriated is represented by assets which may reasonably
be expected to become available for expenditure during the year.
It frequently occurs that the Surplus Revenue account is largely
made up of delinquent taxes of long standing and on which the
probability of realization is small. Such a surplus offers very little
which may be conservatively appropriated.
The second subdivision, “Miscellaneous Revenue Anticipated”
represents the amount of revenue which it is anticipated will be
received from miscellaneous sources such as license fees, police fines,
Board of Health fees, interest, etc. Previous years’ receipts from
these sources are the best guide for this estimate, which should be
conservative rather than liberal.
The third subdivision, “Amount to be raised by Taxes” repre
sents the difference between the sum of the first two and the amount
necessary to carry on the operations of the municipality. In other
words it is the amount which must be provided by the townspeople,
that is, by taxation.
The Budget having been adopted in accordance with the re
quirements of State law and local ordinance, it should be spread
upon the books as the basis of the year’s work.
This would be done by a journal entry:
Surplus Revenue ...........................................................
Licenses ..........................................................................
Police Court Fines ........................................................
Interest on Delinquent Taxes ..................................
Interest on Bank Balances ........................................
Amount to be raised by Taxation .............................
To Appropriated Revenue .............................

$4,000.00
500.00
1,000.00
500.00
500.00
37,500.00

Appropriated Revenue .................................................
To Sundries:
General Administration ..........................
Roads ...........................................................
Police ............................................................
Fire .............................................................
Board of Health ......................................
Interest on CurrentLoans ......................
Interest on Bonds ...................................
Sinking Fund ...........................................
Emergency Note .......................................

$44,000.00

To enter upon the books the sources and amounts ex
pected to be realized in accordance with the approved
and adopted Budget for 1922.

To set up on the books the amounts appropriated for
the various purposes as above in accordance with the
approved and adopted Budget for 1922.
8

$44,000.00

$10,000.00
5,000.00
5,000.00
3,000.00
1,200.00
800.00
1,000.00
15,000.00
3,000.00

Assuming that the books for the previous year have been closed
so that a trial balance will show only the Revenue Assets, Liabilities
and Surplus account, these two journal entries may be posted.
The Surplus Revenue appropriated is posted as a debit to that
account. New accounts are opened with the Miscellaneous Revenue
items and are charged with their respective amounts. The amount
to be raised by taxation is posted to an account named “Amount to
be raised by Taxation.”
The total is credited to “Appropriated Revenue.”
Similarly the debit of the second entry is charged to Appro
priated Revenue, thereby offsetting the credit previously posted
which closes the account. The credits are posted to accounts opened
with each of the several departments.
In municipalities of considerable size where there are a large
number of appropriations or where the appropriations are divided
into a number of sub-headings, it will generally be found more
convenient to carry a single control account on the General Ledger
entitled “Appropriations” and to record the detail posting in a
subsidiary Appropriation Ledger.
When the amount of the State and County Taxes have been
ascertained and the amount of Local School Tax determined, these
items are also journalized.
Amount to be raised by Taxation........................... $51,000.00
To Sundries:
State Taxes Payable ................................
County Taxes Payable ............................. .
School Taxes Payable .............................

$7,000.00
14,000.00
30,000.00

These are posted to their respective accounts.
T h e T a x D u p l ic a t e :

A reference to our account, “Amount to be raised by Taxation,”
now shows a total debit of $88,500.00 which is the amount to be
collected from the taxpayers of the municipality in proportion to
the valuation of their property.
The Tax Duplicate is prepared by the assessor and constitutes
the record of the individual assessment of the tax to each parcel of
property either real or personal.
The Duplicate which corresponds to the Accounts Receivable
Ledger in commercial accounting provides but one line for each
account and provides columns across the page for the following
information:
Name
Address
Location (Lot, block and map)
Value of Land
Value of Improvements
Total Value of Land and Improvements
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Value of Personal Property
Exempt
Total Assessed Valuation
Amount of Tax
Remissions
Date of Payment first half
Amount Paid
Date of Payment second half
Amount Paid
Unpaid balance, December 31st
Date of Payment delinquent
Amount Paid
Other columns may be provided for Poll Tax, Exemptions, as
the local requirements may necessitate. See Form No. 1.
The Tax Duplicate is generally written up and proved to the
Total Assessed Valuation in order to determine the grand total of
this column which is the amount used as the basis for apportioning
the tax levy.
This grand total of the Assessed Valuation is divided into the
total amount to be raised by taxation (in our example $88,500) to
determine the Tax Rate applicable to each parcel.
Applying this rate to the individual entries appearing in the
Tax Duplicate produces the amount of tax to be levied against each
parcel and supplies the information for the column “Amount of
Tax.” The total of this column is the levy for the current year and
is the amount spread on the books as the account receivable.
This is recorded by a journal entry—
T ax Levy—1922 .............................................................
To Amount to be raised by Taxation...........
To record amount of tax levy as per Duplicate.

89,362.00
$89,362.00

It generally occurs that the total levy as shown by the Tax
Duplicate is larger than total debit shown in the “Amount to be
raised by Taxation” account, and that after posting the above jour
nal entry the account will show a credit balance equal to this excess.
This is due to the fact that the division of Assessed Valuation into
the Amount to be raised produces a long decimal such as $3.26794
per $100 and the rate used would then be $3.27 per $100. It is this
slight addition to the rate which accounts for the increase in the
actual levy over the amount originally anticipated.
The credit balance on the account should be carried as an open
item until the books are closed at the end of the year—when it is
closed either directly or indirectly into Surplus Revenue.
Before making the above entry the collector or bookkeeper
should assure himself that the necessary formalities connected with
the Duplicate have been attended to. For example, in the State
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of New Jersey the Duplicate must be certified by the County Board
of Taxation.
T a x Ca sh B o o k :

The Duplicate having been turned over to the Collector, he
proceeds with the collection of Taxes.
The receipt of Taxes is by far the most voluminous part of the
collections made by the town and it is advisable to employ a special
cash book for recording them.
This should be a book providing columns for
Name
Location (lot, block, map)
Taxes—cr.
Poll Taxes—cr. (if such are assessed)
Interest—cr.
Costs—cr.
Cash—dr.
Deposit
Discount—dr.
As the collections of taxes must be separated as to the levies
for the years to which they apply, provision must be made on the
Tax Cash Book to show their segregation. This result may be
secured by either one of two methods. Separate Cash Books may
be provided for each year’s levy (see Form No. 2). This method
has the advantage of providing a continuous record of the collec
tions as applied to each year’s levy, but it offers the disadvantage of
multiplying the number of cash books which the Collector must
handle. The second method is to provide a book having the column
for taxes repeated several times so as to provide a column for each
year’s levy (see Form No. 3).
The operation of either of these books requires little explana
tion. The amount of the tax collected and credited to the taxpayer
is entered in the column to which it applies. The amount of cash
is entered in the cash column and the discount allowed, if any, is
placed in its column.
The Collector should deposit d a ily all of the collections and
extend the total amount deposited in the deposit column. If more
than one bank is used by the Collector, the initials of the bank used
should be placed after each deposit. In order to make a clean deposit
each day some collectors find it expedient to close their collection
record for each day a half hour before bank closing and to consider
all collections made after that as of the following day.
When the Tax Cash Book is footed the Cash column should
equal the Deposit column. The sum of the distribution columns,
where such are used, should be the same as the sum of the Cash
column and the Discount column.
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The collections as shown by the Tax Cash Book are then posted
by the Collector to the Tax Duplicate in the columns provided for
that purpose.
C o l l e c t o r s ’ S u n d r y C a s h R e c e ip t s B ook :

The Collector also receives cash from other sources, such as
for Tax Searches, Scavenger Service, Interest on Bank Balances,
Shade Tree assessments, and must be provided with a Sundry Cash
Receipts Book. Where the receipts from similar sources are not
numerous, an ordinary two column standard ruled Cash Book will
answer all requirements and may be summarized at the end of each
month. It frequently occurs that the sundry receipts are more or
less voluminous in which event a Cash Book should be provided
having sufficient columns to segregate the several items (see Form
No. 4).
In towns where the Collector also keeps the books for the
General Town, this Sundry Cash Book may be used as a General
Revenue Cash Book. Where the municipality employs a bookkeeper
or auditor, this should be distinctly a Collector’s record.
As recommended with reference to tax collections, the Collec
tor should make daily deposits of all the cash received from miscel
laneous sources.
The Collector should periodically, at least once a month, turn
over to the Treasurer of the town, all of his collections for the
period.
Unless local ordinance prescribes otherwise, the Collector should
not be permitted to make any payment of town accounts, but all
disbursements of cash should be made by the Treasurer and by the
Treasurer only.
When making his periodical payment to the Treasurer, the
Collector should accompany his check with a statement, in duplicate,
showing just what collections are included (see Form No. 5). One
copy of this should be kept on file by the Treasurer and the duplicate
passed to the bookkeeper from which to make his record in the
General Town Revenue Cash Book described later.
O t h e r R e v e n u e R e c e ip t s :

The other sources of revenue to a municipality are received as
a rule by the department of the government having supervision over
the activity to which they relate. Most licenses are issued by the
Clerk, but plumbing permits and milk permits are issued by the
Board of Health, and Police Court Fines are collected by the Police
Recorder. The executive head of each department receiving cash
for the town should maintain a cash book record of all moneys
received and should periodically turn over such receipts to the
Treasurer together with a report in duplicate as to the items included.
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Like the Collector’s report, one copy is retained on file by the Treas
urer and the duplicate is handed to the bookkeeper for record.
Department heads should (if the amount collected is large
enough) establish a separate bank account for these funds and
should under no consideration use their personal bank accounts for
this purpose.
G e n e r a l R e v e n u e C a s h B ook :

This is the cumulative record of all the cash receipts and
disbursements of the municipality for revenue purposes. A stand
ard ruled two column cash book will usually suffice.
The receipts are recorded from the statements filed by the
Collector and from the other executives receiving cash. The dis
bursements are recorded from the summary of the Warrant Register
described later. This Cash Book is the medium from which post
ings are made to the Revenue section of the General Ledger. It
should be balanced monthly and the balance as shown should be
reconciled with the statements as received from the depositories.
When entering the Tax collections, the full amount of the credit
to the Tax Levy should be shown on the receipt side of the Cash
Book and a contra entry made on the other side for the amount of
the discount allowed.
C h eck

and

W a r r a n t R e g is t e r :

The only safe way to keep a proper control over the expendi
tures of a municipality and to keep the expenditures within the limits
of the appropriation is to have the Treasurer make all disbursements
and then only by checks honoring warrants which have been approved
and checked by the executive of the department making the expen
diture, and audited by the bookkeeper. The payment should also be
authorized by the governing body, who in passing the resolution
should indicate the appropriation from which the disbursement is to
be made. The resolution making the authorization should be regu
larly spread on the minutes in support of the expenditure.
If bills are paid as rendered and no Accounts Payable are
accrued except at the close of the fiscal year, a columnized com
bined Warrant Register and Check Record is used.
A new series of numbering should be started at the beginning
of each fiscal year and the warrant number and check number
should coincide.
The Register should provide columns for—Date, Name of
Payee, Voucher Number, Total Amount, Name of Appropriation on
which several payments are made each month, Sundries and Re
marks (see Form No. 6).
As Warrants are approved and Checks drawn they are entered
in the Warrant and Check Register and the amounts distributed to
13

the respective columns. When footed, the total column should
equal the sum of all the other columns.
At the end of each month the Sundry column is summarized,
and this summary together with the totals of the several appropria
tion columns is transferred to the General Revenue Cash Book and
from there posted to the Revenue section of the General Ledger.
T h e G e n e r a l L ed ger R e v e n u e S e c t i o n :

In arranging the Revenue section, the accounts should be
placed in the following general groups—Cash, Taxes Receivable,
Other Accounts Receivable, Miscellaneous Revenue Anticipated,
Miscellaneous Revenue not Anticipated, Appropriations, Liabilities,
Surplus Revenue, Sundry Accounts.
All postings to the Revenue Section should be made from the
General Cash Book and the Journal.
In posting the credits, those items which represent Miscellaneous
Revenue appropriated in the Budget (and which have already been
debited to the specific account through the opening journal entry)
are posted to the credit of the respective account. If revenues have
been received from sources which were not anticipated in the Budget,
they are posted to the credit of an account called “Miscellaneous
Revenue not Anticipated.’’ If these items are numerous and are
of regular monthly recurrence, a separate account should be opened
with each item.
The expenditures are likewise posted to the debit of their
respective accounts.
In taking off a Trial Balance of this section of the ledger, it
is advisable that both debit and credit totals be used rather than the
net balance of the accounts. This applies particularly to the Mis
cellaneous Revenue items and to the appropriations and the expendi
tures against them.
This trial balance will then exhibit the relationship between the
receipts and the anticipation of Revenue and between the Appro
priations and the Expenditures. The expression of this relationship
applies with most stress to the Appropriations, as most state laws
prescribe as severe a penalty for over-expenditure as they do for
unauthorized expenditure.
Some state laws provide for transfer of unexpended balances
between appropriations under prescribed conditions. Before record
ing any such transfers the accountant should assure himself that
all the requirements of the statute have been complied with.
For the purpose of more graphically tracing through the trans
actions as recorded by the General Ledger Revenue Section, it is
assumed that the town at the opening of the fiscal year showed on
its Balance Sheets, the following items—
14

BA LA N C E S H E E T

A sse t s
Cash ................................................................................................
Taxes Receivable—1921 ...............................................................
“
1920
“
1919
“
1918
“
1917
Tax Liens ........................................................................................
Miscellaneous Accounts Receivable ..........................................

L ia b il it ie s

$5,000.00
25,000.00
5,000.00
2,000.00
1,000.00
750.00
1,500.00
500.00
$40,750.00

Accounts Payable .........................................................................
$1,000.00
Emergency Notes Payable ...........................................................
3,000.00
Tax Notes Payable ..........................................................................
17,000.00
Total Liabilities .....................................................................
Surplus Revenue ...........................................................................

$21,000.00
19,750.00
$40,750.00

During the year the total Revenue Receipts were:
Taxes Receivable—1922 ............................................................... $70,000.00
“
1921
18,000.00
“
1920 ..............................................................
2,000 00
“
1919
1,000.00
“
1918
250.00
“
1917
150.00
Tax Liens ........................................................................................
300.00
Miscellaneous Accounts Receivable ............................................
500.00
Dog Licenses .................................................................. $150.00
Hack Licenses ...............................................................
100.00
Pedler Licenses...............................................................
100.00
Junk Licenses ................................................................
50.00
Motion Picture Licenses ..............................................
100.00
------500.00
Police Court Fines .......................................................................
1,200.00
Interest on Delinquent Taxes ....................................................
650.00
Interest on Bank Balances .........................................................
550.00
Cost on Delinquent Taxes ...........................................................
100.00
Board of Health Fees .................................................................
100.00
Searches ..........................................................................................
50.00
Borrowed on Tax Note ...............................................................
20,000.00
Borrowed on Emergency Note ....................................................
2,000.00
$117,350.00

There was expended during the year
State Tax ........................................................................................
County Tax ....................................................................................
School Tax .................
General Administration ...............................................................
Roads ..............................................................................................
Police Department .........................................................................
Fire Department ............................................................................
Board of Health ............................................................................
Interest on Current Loans .........................................................
Interest on Bonds ..........................................................................
Sinking Funds ..............................................................................
Emergency Notes .................................... .....................................
T ax Note Paid ............................................................................
Accounts Payable ..........................................................................

$7,000.00
14,000.00
30,000.00
8,600.00
4,900.00
5,900.00
3,000.00
1,200.00
750.00
1,000.00
15,000.00
3,000.00
17,000.00
1,000.00
$112,350 00
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A transfer was made of $1,000 from the General Administra
tion to Police by the Council and recorded by journal entry
General Administration ..........................................
To Police Department ..................................
To record transfer of Appropriation as per
Council action.

$1,000.00

$1,000.00

At the dose of the year there were outstanding bills as shown
by the following journal entry:
General Administration ..........................................
Roads ..........................................................................
Police Department ....................................................
To Accounts
Payable .............................
To record amount reserved from appropria
tions to meet outstanding bills.

$200.00
50.00
50.00

$300.00

A Tax sale, together with the accumulated taxes from Liens
held by the Town added $400 to the Tax Lien Account as recorded
by this journal entry
Tax Liens .................................................................
To Sundries:
Levy of 1922 ...............................................
Levy of 1921 ..............................................
To record T ax Liens purchased at sale held
October 22, 1922, and the amount of 1922
tax applying to Tax Sales already purchased
and held.

$400.00
$200.00
200.00

The effect on the several accounts is displayed on Form No.
7a. Starting with the Balance Sheet as shown by the Ledger at the
beginning of the year (columns 1 and 2), the Budget is set up
(columns 3 and 4). The journal entries are few in number and
their relation to each other is easily traceable (columns 5 and 6).
The cash receipts and disbursements (columns 7 and 8) need no
comment. The Reserves and the offsetting Accounts Payable
(columns 9 and 10) are journal entries but are shown separately on
the chart in order to more clearly exhibit them and to lay stress
upon the necessity of making proper provision for them out of the
current year’s appropriation. The resulting trial balance is shown
(columns 11 and 12) after the postings have been properly made.
This trial balance, as previously recommended, has been taken so
as to show both debit and credit totals of the Revenue and Appro
priation accounts.
C l o s in g E

n t r ie s

:

The postings for the year being completed, the Ledger should
be closed just as is done in ordinary commercial accounting. Some
of the Miscellaneous Revenue accounts show an excess received
over the amount anticipated, some of the appropriations have unex
pended balances, Revenues not anticipated have been received, and
the tax levy was in excess of the amount required by the Budget.
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The total of these several headings represents the surplus of
receipts over the amount expended in carrying out the operations
of the government and is clearly a credit to Surplus Revenue account.
They should therefore be closed into this account by closing journal
entries (see Form No. 7b).
S u n d r ie s :
To Surplus Revenue ...............................................
Police Court Fines ...........................................
Interest, Delinquent Taxes ..............................
Interest, Bank Balances ..................................
To transfer amount of Miscellaneous Rev
enue in excess of Budget Anticipation.

$200.00
150.00
50.00

$400.00

S u n d r ie s :
To Surplus Revenue ...............................................
Costs on Delinquent Taxes .............................
Board of Health Fees ......................................
Searches ..............................................................
To transfer the amount of Revenue from
sources not anticipated in the Budget.

$100.00
100.00
50.00

$250.00

S u n d r ie s :
To Surplus Revenue ...............................................
General Administration ....................................
Roads ..................................................................
Police ...................................................................
Interest on Current Loans ..............................
To transfer the unexpended balances of Bud
get Appropriations.
Amount to be raised by Taxation...........................
To Surplus Revenue ......................................
Excess of Tax Levy over Budget Anticipation.

$200.00
50.00
50.00
50.00

$862.00

$350.00

$862.00

These entries have taken care of all the credit balances on the
Operating accounts but we find that although the Emergency Note
of 1920 was paid through an appropriation in the Budget, the
liability is still open on the Trial Balance. This is because when
posting the cash paid for this note it must be charged against the
appropriation provided for it and not against the note obligation in
the Balance Sheet items. The liability, however, no longer exists
and the account is closed into Surplus Revenue by journal entry—
Emergency Note—1921 ...............................................
To Surplus Revenue ........................................
Emergency Note paid by Budget Appropriation.

$3,000.00

$3,000.00

In practice this entry should be made at the time of payment
of the note through the appropriation.
Another method of handling an emergency appropriation and
its financing note is to set up on the records at the time the emer
gency appropriation is authorized a journal entry—Emergency Appropriations .........................................
To Emergency Appropriation—Road Cave-in
To record Emergency Appropriation author
ized by Council June 22, 1922.
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$3,000.00

$3,000.00

As expenditures are made they are charged to the “Emergency
Appropriation Road Cave-in” account, and the unexpended balance,
if any, is passed to Surplus Revenue or is carried forward if the
purpose for which it was made is not completed.
When the note is paid through an appropriation in an ensuing
Budget, a journal entry is made—
Emergency Note ..........................................................
To Emergency Appropriation .........................
To record cancellation of note by payment
from 1922 appropriation.

$3,000.00

$3,000.00

All of these entries and their effect on the several accounts are
clearly traced on the chart and when posted result in the Balance
Sheet as shown (columns 9 and 10).
O t h e r C o n d it io n s :

All of the foregoing has been based upon the operation of a
municipality under ideal conditions where miscellaneous receipts
exceed anticipation, where no appropriations are over-expended and
where no taxes are appealed and all are expected to be collected.
Unfortunately ideal conditions do not exist, and contrary con
ditions are invariably encountered which must be recorded on the
books in a way to reflect their effect on the operation of the munici
pality.
It is, of course, impossible to cover all of these, but a passing
reference to some of the more important and more frequently
occurring items may be of assistance.
These can only be considered here in a general way as their
treatment is often prescribed by local or state enactment.
M is c e l l a n e o u s R e v e n u e D e f i c i t :

The amount of Miscellaneous Revenue anticipated in the Budget
is at best only an estimate, both as to total and as to the amount
expected from each specified source.
The receipts from some specified source may not reach the
anticipation, although the net total from all sources may equal the
anticipated total or again the total receipts may fall below it.
It is usually considered as good accounting practice to treat the
Miscellaneous Revenue from anticipated sources as a unit, and as
long as the net total is equal to, or in excess of the Budget, the
requirements are deemed to have been met and the net excess is
passed through the journal to Surplus Revenue.
On the other hand if it happens that the net total of Miscel
laneous Revenue is less than the Budget anticipation, it means that
the required income for the year has not been received and must
be provided for in a future levy. The deficit is not charged against
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Surplus Revenue but is set up as a Deferred Asset (an Account
Receivable due from a future Budget). The journal entry being
Miscellaneous Revenue Deficit, 1922 ...............................
$50.00
To Sundries ..................................................................
Licenses excess .................................................. $200.00 Dr.
Police Court Fines excess ...............................
150.00 Dr.
Total Excess .................................................
Interest on Bank Balances, Deficit ...............

50.00

$350.00
400.00 Cr.

Net Deficit .....................................................
$50.00
To record deficit in Miscellaneous Revenue for
year and to set up the asset as due from
future Budget.

This entry will close the Miscellaneous Revenue accounts and
will set up the deficit as a deferred asset among the Balance Sheet
items.
O v er - E x p e n d it u r e

of

A p p r o p r ia t io n s :

Strictly speaking there should never be any over-expenditure
of any appropriation. A specific amount has been apportioned to
a given purpose and the expenditures for that purpose should be
kept within that amount. If it does happen that an over-expendi
ture has occurred it must be provided for in a subsequent Budget
in the same manner as a deficit in Miscellaneous Revenue.
All of the unexpended balances are transferred to Surplus
Revenue as heretofore discussed and a journal entry is made for
the over-expenditure—
Over-expenditure of Appropriations .....................
To Roads ...........................................................
To record over-expenditure of Road Appro
priation and to set up the asset as due from
a future Budget.

$300.00

$300.00

T a x R e m is s io n s :

It is probably true that there never was a tax levy made that
was acceptable to all concerned and that some one did not claim
exemption in whole or in part. It is probably just as true that there
never was a tax levy that was paid in full and did not have some
Tax evaders. Provision must therefore be made for Taxes remitted
in full or in part.
Different municipalities view this from different angles. Some
consider these remissions as a direct reduction of Surplus Revenue
and make a journal entry charging Surplus Revenue and crediting
the respective Tax Levy.
Others view it in the same light as a deficit in Miscellaneous
Revenue and provide for it in a subsequent Tax Levy. The most
satisfactory way to provide for it is to include in the Budget appro
priations each year a sufficient amount to offset possible remissions
and cancellations of the Tax Levy.
19

This is accomplished by including in the appropriations an item,
For Remission of Taxes $ .............. the same as for the regular
operating accounts. It is treated in exactly the same manner as are
the other appropriation accounts insofar as applies to spreading the
Budget on the Ledger. No cash is however expended against this
appropriation, but the appropriation account is closed by trans
ferring the amount to Reserve for Remission of Taxes through the
journal. The entry is as follows:
Remission of Taxes (appropriation account)..........
$1,000.00
To Reserve for Remission of T axes.................
To transfer the amount of Reserve appro
priated in the Current Budget.

$1,000.00

This establishes and maintains a Reserve account against which
may be charged any remissions or cancellations.
The journal entry for such charge would be—
Reserve for Remission of T axes..............................
To T ax Levy—1920 .................................. . .
To cancel taxes remitted by Town Council,
June 3d.

$450.00

$450.00

The tax laws of some states very explicitly state in whom
the authority to remit taxes shall be vested and before recording
any remissions or cancellations the Collector and Accountant should
both assure themselves that they are supported by proper authority.
I n t e r - S e c t io n A c c o u n t s :

In order that each section of the General Ledger shall maintain
the segregation of its accounts as distinct from those of all other
Ledger sections, and that the cash balances applicable to each section
shall be kept strictly for the uses of that section, it is advisable that
so far as possible all transactions between two of the sections should
be on a cash basis. For example, in the later discussion of the
Improvement section, it will be noted that the interest collected on
some of the assessments is considered as Revenue and as such turned
over to the Revenue accounts. This should be paid over to the
Revenue funds by an Improvement account check which should be
recorded and deposited in the Revenue accounts in the same manner
as if received from outside sources. Book accounts between sec
tions should be avoided if possible, although occasions may arise in
which they are necessary.
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IMPROVEMENT ACCOUNTS
The second division of the General Ledger of a municipality
is the “Improvement Section” and embraces the accounting con
nected with the financing of special improvements, benefiting all or
perhaps only a portion of the Town, the cost of which is to be
assessed against the owners of the property especially benefited.
Such improvements are the building of sewers, the paving and
curbing of streets, building new roads and operations of a similar
character.
Since it is not practical to secure payments from property
owners in advance it becomes necessary in making improvements
of this character to have the municipality finance them until com
pleted and then to assess the cost to the benefited property. The
recording of operations of this kind therefore falls naturally into
two sub-heads—“Improvement Costs,” relating to improvements
under construction or completed but not yet assessed, and “Improve
ment Assessments,” relating to those improvement operations which
have been charged to the property owners. This second subdivision
is in reality the “Accounts Receivable” of the Improvement Section.
If the municipality is small and the number of such operations
is limited, it will be found entirely practical to carry all of them as
separate units in the Improvement Section of the General Ledger,
but if there is a large number of them, it is more convenient to
make use of a subsidiary ledger and to carry only the necessary
controlling accounts in the General Ledger. The advantage of this
subsidiary ledger is particularly evident when, because of the con
ditions connected with their financing, it is expedient to group the
several improvements under sub-headings. The advantage of this
sub-grouping will become more apparent as the detail of handling
the accounts is discussed later.
It has been demonstrated repeatedly that the safest and most
satisfactory way of handling the funds of a municipality is to keep
the cash belonging to each section of the General Ledger separate
and distinct, not merely as to ledger accounts, but as to actual bank
accounts. The funds used in financing local improvements should
not be deposited in the same bank account with the Revenue funds.
Separate cash books should be maintained for improvement funds
and all disbursements therefrom should be made by means of a
distinct series of vouchers. These vouchers may be distinguished
by a key letter—as I-1, I-2, or better still, by the use of a distinctive
color.
In those municipalities where the Collector also acts as book
keeper, a combined Improvement Cash Receipts and Disbursement
Book should be sufficient. In such case, the receipt side of the Cash
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Book should be provided with three or four columns for columniz
ing the receipts from each improvement, one for interest, one for
total cash, and one for deposit. The disbursements would require
only the single column for expenditures. For those municipalities
employing both Collector and bookkeeper, the Collector should record
the assessments received in detail as applied to each improvement
and the record of disbursements should be kept by the bookkeeper,
who would also record the total collections for the period.
When the governing body determines upon a certain improve
ment, the record in the minutes should specify the work contem
plated, the amount appropriated therefor and how the operation is
to be financed. There are other formalities, varying with the local
requirements, which must be complied with before the work is
actually commenced. These formalities are such as the advertising
for objections, the advertising for bids from contractors, and the
final awarding of the contract.
When the necessary preliminaries have been completed and
the contract has been awarded, the improvement should be given
a consecutive number and title, as—
No. 14 Ridgewood Avenue sewer
No. 17 Glenn Street paving
No. 18 Broad Street curb and gutter
and an account should be opened as an “Improvement Cost.”
In opening such an account a memorandum should be made in
the heading of the account, showing the amount appropriated as the
estimated cost and any special conditions included in the resolution
or ordinance authorizing the improvement, such as the percentage
of the cost to be borne by the town at large.
As the contractors are paid, the costs or other expenditures
are made in connection with the improvement, they are posted from
the Cash Book and in this way the full actual money cost of the
improvement is built up until its completion when it is ready for
the assessors to make the assessment against the property owners.
In making the assessment, the assessor should be fully informed
as to all of the costs which have been charged against the account
and should also be advised as to the amount of labor and material
furnished by town departments, and the amount of interest to be
included in the total cost. There is also to be considered the amount
or percentage which is usually withheld from the contractor as a
guarantee against defects in the work, which is, of course, a definite
item in the cost of the improvement. With these in hand the assessor
is enabled to make a definite calculation of the total cost of the
work and to apportion this cost to the benefited property and prepare
his certificate of assessment.
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Upon receiving the certificate from the assessor, the accountant
should compare the costs as shown on the certificate with those he
has already accumulated in the Ledger and make the necessary
entries to record the additional charges.
Those added charges which represent work performed or mate
rial supplied by town departments and the interest accrued, are
due to the Revenue Department for inclusion in its “Miscellaneous
Revenue” items, or as a direct credit to Surplus Revenue and they
are therefore set up as a liability. The journal entry is—
Improvements Costs ...................................................
To amounts due to or from Revenue Ac
counts ..............................................................
To record expenditures on No. 17, Glenn Street
paving:
Engineering ........................................... $350.00
Interest ....................................................
250.00
Additional Advertising .........................
25.00

$625.00
$625.00

In order to avoid the necessity of setting up contra accounts in
the Revenue Section of the Ledger, it is advisable to pass a check
from Improvement Funds to Revenue Funds to reimburse the latter
at frequent intervals. If possible the account “Amount due to or
from Revenue Accounts” should be entirely liquidated before the
close of the fiscal year.
The amount retained from the contractor is a definite liability
due and payable to him at the end of the contract period and must
be so entered.
When a subsidiary ledger is used with a control account in the
General Ledger, it is advisable to carry a control account called
“Retained Percentages,” to which are posted all of these items as
they arise.
The journal entry for recording “Retained Percentages” there
fore is—
Improvement Costs .....................................................
To Retained Percentages ................................
No. 17, Glenn Street paving. Percentage re
tained from Smith & Brown.

$250.00
$250.00

This entry is posted to the respective accounts in the General
Ledger and the debit is also posted to the individual improvement
in the subsidiary ledger.
If desired, subsidiary accounts may be carried with the several
contractors, but this is not essential unless there are a large number
of such items. It will usually be found sufficient to merely note the
name of the contractor when posting to the General Ledger.
The cost of the improvement having been assessed and billed
to the property owners, it has ceased to be an “Improvement Cost”
and has become an account receivable or “Improvement Assess23

ment” and should be transferred to the "Assessment” section of the
subsidiary ledger.
A Journal entry is made—
Improvement Assessments ........................................
To Improvement Costs......................................
No. 17, Glenn Street Paving,
improvement assessment
approved by Council 1922.

$2,800.00

$2,800.00

This is posted to the two controls and to the subsidiary ledger.
When a trial balance of the subsidiary ledger is taken, the
total of the Improvement Costs section should be in agreement with
the control in the General Ledger and the total of the Improvement
Assessments, likewise, with its control.
The accountant should also note the amount of the assessment
which has been charged to the town at large and make the necessary
journal entry as discussed under “Capital Accounts.”
C o llec to r ’ s A s s e s s m e n t R ecord :

In the above, the entries concerning the improvement and its
assessment have been discussed only as a unit and no reference has
been made as to individual assessments. This detail is recorded
by the Collector in his assessment ledger.
This may be operated somewhat the same as the Tax Dupli
cate. It is a little more involved because very often the town permits
the assessments to be paid in installments over a period of years.
This record may be arranged so as to allow a column for the amount
as originally assessed and repeated groups of columns providing
for date, amount paid, and balance. (See Form I-1). Usually only
one payment a year is received from a single assessment payer so
a single group of 3 columns may be used for each year. The post
ings are made to this duplicate from the Assessment Receipt Book.
Any assessments which may be remitted for any cause are also
shown in these columns, but when posted they should be marked
to indicate that they are remissions and not cash. At the close of
the year the balances are carried out and the “Amount” and “Bal
ance” columns are footed. The “Amount Assessed” column (or
the preceding “Balance” column) less the “Amount” column of
assessments collected should equal the “Balance” column.
A recapitulation and proof sheet should be drawn off at the
end of the year for proof of posting and for comparison with the
record of balances due, as shown by the Improvement Ledger. In
taking this proof sheet the amount paid in cash and the amount
canceled or remitted should be shown in separate columns. (See
Form I-2). This may be readily done if the remissions have been
indicated as suggested above.
The amount shown in the “Paid” column should be in agree
ment with the total collections as shown by the Collector’s Assess
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ment Receipt Book; the total remissions should equal the “Total
Remissions” as shown by the accountant’s records and the total of
individual balances should coincide with the balances as shown by
the Improvement Assessment trial balance.
It is essential that the agreement between the balances as shown
by the Collector and as shown by the bookkeeper be maintained at
all times. Frequent comparisons should be made, say once a month.
This can be accomplished by pencil footing the “Amount Paid”
column on form I and subtracting the total from the previous bal
ance. This will also provide a monthly proof of postings from the
Collector’s Cash Book to the Assessment Ledger and will locate
an error in posting in the month in which it occurs. If at the same
time a running recapitulation of the cash receipts is built up from
month to month, it will not only indicate that an error has occurred
but will locate it to the assessment in which it exists. The extra
labor and time involved in compiling these proofs and summaries
will be more than offset by the time which would otherwise be spent
in endeavoring to locate an error at the end of an extended period,
and by the satisfaction of knowing that the records are at all times
in proof. (See Form 1-3.)
Some collectors have considered it more convenient to use a
standard ruled ledger for their assessments and to open a separate
account therein with each owner assessed. This method is more
cumbersome and does not give as concise a record as the one out
lined.
C o llec to r ’s A s s e s s m e n t C a s h B ook :

For recording the receipt of assessments, the Collector should
be provided with a Cash Book having a “Total” column, a “Deposit”
column, an “Interest” column, and a number of columns for segre
gating the payments of the various assessments. As it is generally
impossible to anticipate on which of the assessments payments will
be received it is advisable to have these distributive columns with
out headings and to head them up as required. (See Form I-4.)
The Collector should make daily deposits of all collections and
should render a report periodically to the Treasurer, showing the
amounts collected on each assessment and the amount of interest.
This report should be accompanied by a check to cover the amount.
A duplicate of this report should also be handed to the bookkeeper.
G en er a l A sse ssm e n t Ca sh B o o k :

In order to avoid detail posting to the General Ledger, the
bookkeeper should be provided with an Assessment Cash Book,
having sufficient columns to classify the entries. The entries on
the receipt side of this Cash Book (see Form 1-5) are made from
the Collector’s periodic report and extended to the “Assessment”
25

and “Interest” columns. Other entries, such as, the funds received
on bond issues, from note borrowings, and similar sources, will be
received from the Treasurer and extended in the “Sundries” column.
The disbursement entries are made from the improvement fund
vouchers.
The postings from this Cash Book are made in detail to the
Subsidiary Ledger and in total to the respective controlling accounts
in the General Ledger.
When bonds have been issued to finance a special group of
improvements, the receipts from the assessments embraced in the
group are sometimes pledged to establish a sinking fund for the
redemption of these bonds. When this condition exists, additional
columns must be provided in the General Cash Book to permit the
further segregation of the receipts.
S u b s id ia r y I m p r o v e m e n t L e d g e r :

A standard ruled loose leaf ledger sheet will be entirely ade
quate for use as a Subsidiary Assessment Ledger, using a sheet for
each assessment. This is likely to result in a bulky book if a large
number of assessments are being collected and a large number of
improvements are under construction.
A ledger sheet ruled to accommodate three or four improve
ments on a page has been found a convenient method of overcom
ing the disadvantage of a cumbersome book. (See Form I-6.)
Whichever ruling is used, a loose leaf ledger will be found more
flexible as it not only permits the addition of necessary extra sheets
for long accounts without disarranging the numerical sequence, but
it is also possible to arrange the assessments in sub-groups accord
ing to the bond or note issue against which they are pledged.
I m provem ent F in a n c in g :

The financing of local improvements prior to their assessment
and collection is a matter requiring careful attention from the gov
erning body. The funds must usually be borrowed and two methods
are open—notes and bonds.
The issuance of bonds for improvement purposes is or should
be closely safeguarded by state law and by local enactment. Such
legal technicalities should be carefully followed.
If a group of improvements is financed by a bond issue and
the bonds have been sold, the proceeds should be deposited with
the improvement funds and recorded in the Improvement Cash Book.
When marketing a bond issue, it is not unusual for a munici
pality to receive a premium in addition to the face value of the bonds
sold and also some accrued interest. The par value of the bonded
obligation is posted as a credit to Bonds Payable, thus establishing
the liability on the books.
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The premium and accrued interest on the Improvement Bonds
are considered as belonging to “Revenue” accounts as Miscellaneous
Revenue. A check is, therefore, passed from improvement funds
to revenue funds to transfer this excess.
The other method of financing the improvements is by the
issuance of Improvement Notes. Theoretically, a note is issued for
each improvement but where a large number of operations are con
ducted this would be too cumbersome and involved. It has been
found far more practical to issue notes covering a group of activities
or to issue annual notes covering the expenditures for a year as a
unit. These notes are then adjusted periodically as assessments are
collected or as additional expenditures are made.
Annual adjustments are often found to be sufficiently frequent,
as collections from outstanding assessments are generally found
adequate for financing new operations during the interim between
adjustment dates. At the adjustment period it is determined how
much has been expended for new improvements during the year
and how much has been collected from assessments financed by the
outstanding notes. A new note is issued for the full amount of the
current year’s expenditures, less the collection of any portion of it
which may have been assessed during the period.
The other collections are applied against their respective notes
and renewals issued for the reduced amount. If the expenditures
on a given improvement have been made over a period of years and
are, therefore, financed in part by more than one note, it is con
sidered good practice to apply collections first against the earliest
note.
In issuing renewals of these notes, the statute must be observed
as to the number of renewals permitted by law.
S in k in g F u n d s :

The funds secured through the issuance of notes and the
collections from assessments financed by them are operated as a
revolving fund with periodic adjustment of obligations. Bonds are
issued for longer definite periods and mature as a whole on a pre
determined date, or mature serially over a period of years. The
collections received from assessments financed by the bond issue
should be reserved as a Sinking Fund to provide for the payment
of the bonds at maturity. If no Sinking Fund Commission has
been created for the safeguarding of the Sinking Funds of the
municipality, the money should be deposited by the Treasurer in
a special bank account and held inviolate for this purpose. If there
is a Sinking Fund Commission functioning, the Treasurer should
turn over to it the funds from these assessments as they are received
by him from the Collector.
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The receipts from assessments pledged to bond issues should
be deposited by the Collector and transferred to the Treasurer in
the same manner as funds from unpledged assessments. A regular
Improvement Account voucher and check should be issued when
payment is made to the Sinking Fund Commission. The practice
in vogue in some towns of having the Collector pay to the Treasurer
the funds from unpledged assessments, and to the Sinking Fund
Commission those from pledged assessments, should be discouraged.
When this course is pursued, the improvement bank account does
not reflect the full story of the transactions of the account.
When the payment is made to the Sinking Fund Commission
it is posted from the Cash Book to an account called “Sinking
Fund” and becomes an asset applicable to reducing the liability
embraced in the bond issue.
The Sinking Fund Commission is only the custodian of the
funds composing the Sinking Funds and does not make direct pay
ment to the bondholders at maturity. This payment should be made
by the Treasurer of the municipality. Shortly before the maturity
date of the bonds falling due, the Commission should give the
Treasurer its check for the amount of the maturity. This check
should be deposited in the Improvement funds and a check or checks
issued in payment to the security holders.
The payment should be charged to Bonds Payable as a reduc
tion of the liability and the check received from the Sinking Fund
Commission should be credited to Sinking Fund as a reduction of
that asset.
I n ter est

on

A ssessm en t s :

The disposition of the interest collected on assessments must
be determined by the circumstances connected with the financing
of the improvement. Since the interest on Improvement Notes is
provided for by the Budget in the “Revenue” accounts, it is but
equitable that the “Revenue” accounts should receive the benefit
of any interest collected on assessments financed by notes.
The same rule of equity should apply to collections from assess
ments financed by bonds and which are, therefore, transferred to
the Sinking Fund. If the resolution governing the bond issue and
the commission control of the Sinking Fund stipulate that the bond
interest is to be paid from Sinking Fund, then the interest collected
on assessments should be included in the check to the Commission
and added to the Sinking Fund. If the interest on the bonds is to
be provided by the Budget, then any interest collected on assessments
should be paid to the Revenue funds.
Gen era l:

The course of building up Improvement Costs and their tran
sition to Improvement Assessments is shown graphically on the
accompanying chart. (See Form I-7.)
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CAPITAL ACCOUNTS
The “Capital” accounts of a municipality present a somewhat
different aspect from the capital accounts of a commercial corpora
tion. In the case of a commercial concern, the capital assets set
forth a stated value of enumerated properties, tangible or intangible,
all having a more or less realizable or sale value in the event of
dissolution.
The capital assets of a municipality on the other hand more
often present, to a large extent, merely a record of the history of
expenditures by the town for improvements of benefit to the town
at large. A large proportion of these improvements such as roads
and sewers, although essential to the town while it functions as
such, would have no realizable or sale value were its existence to
cease. This is true also even though the improvement be a real
tangible asset such as a school house, town hall or a fire house. The
uses for which such buildings are constructed necessitate their being
built of a type which renders them generally unavailable for other
than their original purpose.
Furthermore, the figure at which such assets are carried on the
records, not infrequently presents a very largely inflated value. This
condition is due to the practice of adding to the original cost of the
building, any expenditures made for extensive alterations and re
pairs. The depreciation of municipal property and the establishing
of proper adequate depreciation reserves appears generally to be
overlooked in municipal accounting. It is, nevertheless, a feature
to which more attention should be given.
The actual physical capital assets are acquired in several ways,
by construction, by purchase, by absorbing a portion of the cost of
local improvement and occasionally by deed of gift. The funds
through which capital assets are acquired must be raised eventually
through the Budget and paid for by taxation, and if small the
amounts may be included in a single year’s Budget.
All amounts which represent the Town’s share of the cost of
such assets should be fully provided for to the amount absorbed by
the town as its share of local improvement assessments so that the
obligation of the capital accounts to the “Improvement” accounts
may be regularly and promptly liquidated. Not alone does this
facilitate the bookkeeping of the Improvement accounts but it also
provides more working capital for the Improvement accounts and
reduces the interest charges by reducing the amount necessary to
be borrowed on Improvement notes. The municipality expects
prompt payment from the property owners and should set the ex
ample by promptly adjusting its inter-departmental obligations.
For financing larger operations, such as the construction of a
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high school building, it is necessary to resort to either notes or bonds.
Here again the funds which eventually must meet the obligations
come through the Budget either as appropriations sufficient to build
up a Sinking Fund to meet the payment of the bonds at maturity
or as appropriations to pay the maturing instalments of a serial
issue.
The Cash funds of the “Capital” accounts like those of the
other departments should be kept in separate bank accounts and
disbursed by the Treasurer through its own series of vouchers and
checks.
C a p it a l C a s h B o o k :

The expenditures from capital cash are not as a rule volumn
nous enough to require extensive columnizing in the cash disburse
ments records. A standard ruled three or four column cash book
will ordinarily be found adequate. This will provide a column for
the regular cash transactions and will allow an extra column or
two for use in the event of special accounts which it may prove
convenient or desirable to segregate.
When a cash purchase of a piece of property is made, the
charge from the cash book is made direct from it to an account
opened with the asset, as “Broad Street School.”
T o w n P r o p e r t ie s :

Each piece of property purchased or constructed should be
recorded in a specific account so that the records will show readily
at any time just what expenditures have been made thereon. As
in the case of local improvements these may all be carried in the
General Ledger but if numerous, the use of a subsidiary ledger with
a controlling account in the General Ledger will have its advantages.
If the building or capital improvement is constructed by the
town, the procedure is the same as in the case of a cash purchase
except that payments are charged to a construction account, as “Fire
House No. 2 Construction Account” instead of directly to the town
property account. All costs entering into the construction of Fire
House No. 2 should be charged to this construction account until
the building has been completed and accepted by the authorities.
A journal entry is then made—
Town Properties—Fire House No. 2 ....................... $20,000.00
To Fire House No. 2, Construction account
$20,000.00
To transfer latter to former account.
T o w n ’s S h a r e

of

L ocal I m p r o v e m e n t s :

In the discussion of the assessments in the “Improvement”
accounts, it was shown that a portion of the cost was sometimes
charged against the town at large. Sometimes this is only a small
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balance of the cost which has not been apportioned to the property
or it may be a third or a half of the entire cost.
When the assessment is levied, the share due from the town
is treated on the Improvement ledger in the same manner as though
it were due from any other property owner. The Capital liability
and its co-relative asset should be passed to the “Capital” account
by journal entry as follows:
Town’s Share of Local Improvement.....................
To Town’s Share of Assessments...................
To record town’s share of
No. 17, Glenn Street P a v in g ...........................
No. 18, Broad Street Curb and Gutter..........

$1,000.00
$1,000.00
$300.00
700.00

The Asset is set up and as it is increased by additions becomes
a record of the expenditures made by the town for improvements
benefiting special localities.
The credit entry is posted and becomes a liability from the
“Capital” accounts to the Improvement Section. This as has been
previously mentioned must be provided for from Revenue funds
through the Budget. Provision may be made either as a specific
item or included in the general government appropriation.
When the Revenue check has been drawn and paid to “Improve
ment” account, the charge on the Revenue books will be made against
the appropriation account without effecting the entry in “Capital”
accounts. It is necessary to show the liquidation of the capital
liability by journal entry. The payment having been made from
resources outside of the “ Capital” accounts has not reduced any of
the Capital assets but has only reduced a Capital liability, thereby
increasing the Capital Surplus.
The journal entry should be—
Town’s Share of Assessments ..................................
To Capital Surplus ........................................
Town’s Share of Local Improvement Assess
ments paid out of Revenue funds.

$1,000.00
$1,000.00

B ond I s s u e s :

The funding of a Capital Improvement by means of a bond
issue follows the same course as the similar funding of a local
improvement to be assessed.
The receipt of cash from the sale of bonds is naturally recorded
in the Capital Cash Book and the Bonds Payable account is cred
ited with the face or par value of the issue.
Any premium received from the sale of the issue is considered
as an addition to Capital Surplus and is so posted.
The term for which the bonds are to be issued and whether
they shall be serial or term bonds are questions which deserve serious
consideration from the governing body.
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One prime factor to be considered is the probable period of
usefulness of the asset. The principle of equity requires that the
cost of such Capital Improvements should be shared proportionately
by all who share in their benefits. It would be manifestly inequitable
to float a thirty year bond issue for the purchase of new fire equip
ment having a probable life of from five to ten years. The tax
payers of the municipality at the end of the useful life of the
equipment would still be paying for apparatus which had become
obsolete and discarded. Conversely, land purchased for and the
development of a park system may be considered as comparatively
permanent and a bond issue for such a purpose could be conserva
tively given a life of from thirty to fifty years.
Other features for consideration are the existing bond liability
and the maturity dates of the bonds and the statutory debt limit
of the municipality.
S in k in g F u n d s :

Unlike the conditions arising when the bonds are issued for
Local Improvement purposes, and which are supported by antici
pated collections from Improvement assessments, there are no real
izable assets from which to meet the maturity of bonds issued for
Capital purposes.
The funds for their redemption must come through the Budget
and it is manifestly unfair to anticipate that the Budget fifty years
hence will be able to provide for the maturity of bonds issued for
a town hall erected today. Furthermore, this would be a distinct
violation of the principle of equity that the cost of the improvement
should be borne by all who share its benefits. The equitable way
is to adhere to the principle of spreading the cost over the entire
life of the bond issue by including in each year’s Budget an amount
which will through its accumulation, together with the interest
earned at a predetermined rate, produce a sum equal to the face
of the bonds at their maturity.
Municipalities which have no Sinking Fund Commission should
deposit this amount each year in a distinct fund and appoint trustees
of some kind to safeguard it. When a regular Sinking Fund Com
mission is operating, the fund is paid over to it for safe keeping.
When the payment is made by the Revenue Fund to the Sinking
Fund, the charge in the Revenue Ledger is made to the appropria
tion account. The accumulation to the Sinking Fund on the Capital
accounts is recorded by journal entry.
Sinking Fund—bonds ....................................................
To Capital Surplus...........................................
To record payment to Sinking Fund Commis
sion of Sinking Fund requirement.
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$2,000.00
$2,000.00

Properly conducted by the Commission, the Sinking Funds will
be deposited or invested in such a way as to earn the highest con
servative interest.
This increment is recorded by the entry—
Sinking Fund—bonds .................................................
To Capital Surplus ..........................................
Interest earned by Sinking Fund for year.

$300.00
$300.00

At the maturity of the bonds, the Sinking Fund Commission
pays to the Treasurer of the municipality the amount of the matur
ing bonds. This is deposited in “Capital Cash” account and a Capital
check is drawn to pay the bond holders. The incoming check from
the Commission is credited to Sinking Fund, thus reducing the
amount of the asset and the outgoing check is posted to the debit
of the Bond issue, thus reducing the liability.
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TRUST ACCOUNTS
The fourth division of the General Ledger embraces those
accounts in which the municipality acts only in the capacity of trustee
or in a supervisory capacity as in the case of a public utility oper
ated by the municipality.
Deposits held in trust for contractors as surety for the proper
performance of their contracts, deposits from property owners for
the restoration of street surfaces after making openings for repairs,
and the various pension funds supervised by the Town are all
included in the Trust Sections.
The records of the operations of municipally operated utilities
such as the Water Department or Town Electric Light Plant,
whether controlling accounts are carried or not on the General
Ledger are also considered as a part of the “Trust” accounts.
As recommended with respect to the other ledger sections, a
separate bank deposit account should be maintained with the funds
of the “Trust” accounts which are disbursed by the Treasurer, and
additional individual bank accounts should be kept by the Utilities
and by the Custodian of the Pension Funds.
The recording of the receipt and disbursement of deposits are
generally simple cash book transactions and require no extensive
comment. (The depositor is credited with the amount of the deposit
when received and charged with the disbursement when repaid.)
The number of such transactions involved will determine the
grouping of the accounts on the ledger. When not voluminous, a
single account called “Deposits” may be used, to which all postings
are made by indicating in the detail column of the ledger the name
of the depositor and cross checking when repayment is made.
As the volume increases this may be expanded by using addi
tional group accounts as “Sewer Opening Deposits,” “Contract De
posits.” The use of these group accounts avoids the necessity of
numerous individual accounts most of which will require but one
debit and one credit entry. If deposits from the same individual
are of frequent occurrence, as in the case of contractors who are
repeatedly employed, individual accounts with them may prove
advantageous.
The pension funds of the municipality are usually administered
by a commission or other custodian responsible to the governing
body for the safe-guarding of the fund. Such custodian should keep
his own records of the transactions relating to the fund and by
periodic report keep the Town Treasurer or other authority advised
thereof. These records should be kept in such a manner as to
clearly show not merely the receipts and disbursements of the fund
but also the complete record of the investment of the funds and
the increase or decrease of the fund through such investments.
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The record of the pension fund on the municipality’s General
Ledger consists only of controlling accounts. These are offsetting
controls, the liability account being the amount of the fund over
which the trusteeship is exercised, as “Police Pension Fund” which
is counterbalanced by an account representing the gross assets of
the fund, as “Police Pension Fund Assets.”
In addition to the amount contributed by the beneficiaries of
the fund many municipalities also make a Budget appropriation
thereto. As in the case of Capital Expenditure financed through
Budget appropriation, the transaction is recorded in the Revenue
Account by charging the payment to the fund through the corre
sponding Appropriation Account.
It is recorded on the “Trust” accounts by journal entry.
Police Pension Fund Assets ......................................
To Police Pension Fund ...............................
To record payment of Budget appropriation.

$2,000.00

$2,000.00

Similarly when any funds which may have been withheld from
salary checks as a pension fund contribution are paid by the Treas
urer to the Custodian, the record is made on the “Trust” accounts
by journal entry.
Police Pension Fund Assets ......................................
To Police Pension Fund ..............................

$2,000.00

$2,000.00

When the Custodian files his report with the governing body
showing the transactions of the fund for the period, the General
Ledger accounts should be adjusted to show any increase or decrease
in the fund through such operations. When making such record,
care should be exercised that only actual increases or decreases to
the fund are recorded on the General Books. The internal opera
tions of the fund which represent merely a change of temporary
asset and do not affect the corpus of the fund are matters for
record in the Custodian’s accounts.
The adjusting entries would be—
Police Pension Fund Assets ......................................
To Police Pension Fund .................................
Income for fund for year 1922 as per Com
missioner’s report, December 31, 1922:
Interest on Investments ..................................
Interest on Bank Balances .............................

$750.00

Police Pension Fund ....................................................
To Police Pension Fund Assets ...................
To record loss on sale-of securities:
5 Shares Manhattan Common purchased for
Sold January 15, 1922, for .............................

$50.00

Police Pension Fund ...................................................
To Police Pension Fund Assets .....................
To record total of Pensions paid from Fund
during the year.
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$750.00

$500.00
250.00
$50.00

$650.00
600.00
$1,000.00

$1,000.00

The records of municipally owned and operated Public Utilities
should be kept as a separate and distinct unit so that the complete
history of its operations, its assets and its liabilities may at all times
be available. In short, it should be operated as an individual in
stitution.
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MUNICIPAL ACCOUNTING FOR THE STATE OF
NEW JE R SE Y
Possibly no State in the Union has made a more intelligent and
more comprehensive endeavor to establish a system of uniform
accounting methods and better centralized control than has the State
of New Jersey. Starting in 1917 with the creation of a State De
partment of Municipal Accounts and establishing the office of
Commissioner of Municipal Accounts, there has been enacted and
approved a program of legislation for the control of municipal
finances throughout the State.
In addition to the statutory requirements, the Commissioner has
promulgated certain regulations and recommendations as to account
ing methods to be used, including “Requirements for an Audit,”
dated October, 1922.
In so far as the general features of the accompanying outline
are concerned, they are in accord with principles required by the
New Jersey regulations. There are, however, some differences and
a brief discussion of them may be of assistance in adopting the sug
gestions given to the New Jersey code.
R evenu e A c c o u n ts:

The first essential difference is encountered in the grouping of
the accounts, i.e., in the sectionalizing of the General Ledger. The
four sections recommended by the Commissioner are:
Current Accounts
Trust Accounts
Capital Accounts
Reserve Accounts
The Current Accounts Section as presented in New Jersey and
recommended by the Commissioner is substantially the same as the
Revenue Section in our outline, in so far as the operations of those
records which are embraced therein are concerned. Under the Act
known as the Pierson Budget Act, adopted in 1917 and amended in
1918, the adoption of a Budget is made compulsory in all Munici
palities and Counties. The form of Budget outlined follows mate
rially the requirements of this law. The statute as interpreted by
the Commissioner necessitates a variation in the handling of the
“ Surplus Revenue” account. Under the Pierson acts above, no
charge may be made to the “Surplus Revenue” account other than
for “ Surplus Revenue Appropriated” either in the Budget or in the
interval between the first of the year and the adoption of the Budget.
The intervening account used under the New Jersey plan of
accounting is called the “Unexpended Balances” account. The use
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of this account is best expressed by the Commissioner himself when
he says in the “Requirements of an Audit” :
“This account normally should be subject to two credits
and one debit. The credits are ‘Additional Taxes’ and ‘Unex
pended balance of Appropriation accounts.’ The debit is ‘Taxes
Remitted.’ ”
If the balance of this account appears as a credit item, it is trans
ferred to “Surplus Revenue” account. If, on the other hand, a debit
balance is shown, it must be carried forward as a deferred asset
under the head of “Deficit Unexpended Balances account 19...”
This deficit must be provided for in a succeeding Budget.
Under the New Jersey scheme the excess of Miscellaneous
Revenue and the Miscellaneous Revenue not anticipated are cred
ited to Surplus Revenue and any deficit in the aggregate of Miscel
laneous Revenue Anticipated is set up as a deferred asset. To this
extent the foregoing outline follows the prescribed procedure.
T r u st A ccounts :

Under this head are grouped only two classes of accounts—
those relating to Local Improvements and to Municipally owned
and operated Public Utilities, such as, the Water Department. The
Pension Funds and deposits included in the “Trust” accounts in
our outline are classified under “Reserve” accounts in the grouping
of accounts as suggested by the Commissioner.
The operation of the Local Improvements, as suggested, should
meet all the requirements for this part of the section. The accounts
of the utilities must be kept according to the systems prescribed by
the Board of Public Utility Commissioners.
C a p it a l A c c o u n t s :

The method of expressing the operations of the capital ac
counts as given in our outline differs materially from the treatment
suggested by the Commissioner of Municipal Accounts for New
Jersey. The theory of the commissioner appears to be that because
of the questionable asset value of the Capital improvements it is
inadvisable to carry them as a part of the general records as por
trayed by the Ledger and that all that is necessary is to carry an
auxiliary record or list of these items.
Under this theory the Capital Section of the General Ledger
would show on the liability side a full list of the capital indebted
ness of the municipality and this indebtedness would be offset on
the asset side by such cash as was applicable to Capital purposes
and by a single account called “Amount to be Raised by Future
Taxation.”
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This is very clearly stated by the Commissioner in his 1922
issue of the “Requirements.”
“As the result of careful deliberation it has been decided to
show the balancing entry as relating to indebtedness for Capital
Improvements as a debit under the caption ‘Amount to be Raised
by Future Taxation.’ This caption will of course include amounts
raised by taxation for the redemption of public debt by means of
sinking funds. This does not mean the entire elimination of ‘Capi
tal Surplus’ as the following will clearly show: suppose a munici
pality having no bonded debt sells property for cash, the credit entry
would be ‘Capital Surplus.’ The same holds true if there is Capital
Indebtedness, unless it is decided to apply the cash received against
the outstanding indebtedness, in which case the ‘Amount to be
Raised by Future Taxation’ would be credited.”
R e se r v e A c c o u n t s :

The Reserve section of the scheme of accounts in New Jersey
may be described as those accounts which represent the funds
created by the Municipality to meet future liabilities.
Under this head are classified the “ Sinking Funds” and
“Pensidn Funds.”
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